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Comparison of Production Risk between Specialized and Universal banks 
 
In this paper we use the risk-adjusted dual cost frontier, proposed by Huang 
(2004), to estimate the production risk between two banking sectors (universal banks 
and specialized banks) from five European countries (France, Germany, Italy, Spain 
and Switzerland) for the period 1994-2003. In general, we conclude that most of the 
banks are risk adversers. Production risk doesn’t play important role in scale 
economies. Scale economies are statistically significant for all the countries or 
banking sectors analyzed. For some countries, production risk contributes some 
difference in scope economies between universal banks and specialized banks. 
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Table 1  Sample statistics  
 France Germany Italy Spain Switzerland
COST* 622.8236   
(1998.5282) 
604.1654   
(2524.0220)
438.7341   
(1114.9689)
314.2474   
(770.0885) 
493.5389   
(2419.6054)
*
1Y  310.1862   
(1021.9885) 
107.5825   
(481.5033)
96.4730   
(231.9446)
75.7055   
(270.2329) 
11.4666   
(39.7014) 
*
2Y  254.2699   
(922.8648) 
462.9450   
(1816.9514)
339.7599   
(922.6194)
256.6406   
(607.7780) 




126.2315   
(521.5664) 




59.6836   
(133.6222) 
167.2360   
(764.3406)
1p  0.0500    
(0.0616) 
0.0459    
(0.1271) 
0.0416    
(0.0289) 
0.0445    
(0.0822) 
0.0314    
(0.0171) 
2p  0.0172    
(0.0128) 
0.0137    
(0.0098) 
0.0175    
(0.0100) 
0.0158    
(0.0123) 
0.0180    
(0.0171) 
3p  3.9666    
(5.7386) 
2.9325    
(4.2237) 
1.3902    
(2.1247) 
0.9921    
(1.4925) 
2.3472    
(4.9182) 
1S  0.5586    
(0.2310) 
0.6051   
(0.1857) 
0.4901    
(0.1830) 
0.5588    
(0.1637) 
0.45851   
(0.2130) 
2S  0.2339    
(0.1345) 
0.2182    
(0.1149) 
0.2580    
(0.0980) 
0.2598    
(0.1029) 
0.2578    
(0.1354) 
3S  0.2075    
(0.1225) 
0.1767    
(0.1039) 
0.2519    
(0.1221) 
0.1814    
(0.0849) 










































Numbers in parentheses are standard deviation. 
*: Millions of dollars.  
 
Table 2  Estimates of the Translog cost function (With production risk) 
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Time  -0.0658***  -0.0093 0.1592*** -0.0636 -0.1621*** 
 14
(0.0205) (0.0246) (0.0370) (0.0467) (0.0314) 
2Time  

































































Log-Likelihood 3390.96 3393.11 2775.35 1521.33 2001.46 
***Significant at the 1% level.  ** Significant at the 5% level. *Significant at the 10% level 
Numbers in parentheses are standard errors 
 
Table 3  Estimates of the Translog cost function (Without production risk) 


































1ln p  0.5022*** 0.44813*** 0.4027*** 0.4271*** 0.2261*** 
 15
(0.0125) (0.0115) ( 0.0151) ( 0.0138) (0.0373) 



































































































































































































































































Table 4 ???? ( ?????? )R
 France Germany Italy Spain Switzerland 

























8.09.0 −≤<− R  3 0 0 6 0 
UB SB 1 2 0 0 0 0 2 4 0 0 
7.08.0 −≤<− R  2 0 0 5 1 
UB SB 1 1 0 0 0 0 0 5 1 0 
6.07.0 −≤<− R  1 1 0 1 0 
UB SB 0 1 1 0 0 0 0 1 0 0 
0.06.0 ≤<− R  1 1 1 4* 3* 
























Swiss????????????????????? standard error? 
 
Table 5  Economies of scale and scope (With Production Risk) 
 France Germany Italy Spain Switzerland
All banks 










Scope 0.153470*** 0.040171 -0.00237 0.142922 0.420490***
 18
 19












































Table 6  Economies of scale and scope (Without Production Risk) 













































Specialized banks  
Scale 1.70280*** 1.32274*** 1.30435*** 1.20210*** 1.41288***
 20
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